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February 6, 2007

Board of Directors
Kuumba Academy Charter School
Wilmington, Delaware

We have audited the accompanying basic financial statements of the governmental activities and
general fund of Kuumba Academy Charter School (the *School), Witmington, Delaware {a component unit
of the State of Delaware) as of and for the years ended June 30, 2006 and 2005, which collectively
comprise the School's basie financial statements, as listed In the table of contents. These basic financial
statements are the responsibility of the School's management. Our responsibliity is to express opinions on
these financial statements based on our audis.

We conducted our audits in accordance with auditing standards generally accepted In the United States
of Ametica and the standards appilcable to financlal audits coniained In Govemnment Auditing
Standards, Issued by the Compfroller General of the United States. Those siandards require that we plan
and perform the audit fo cbiain reasonable assurance about whether the financial siatements are free of
material misstatement. An audii includes examining, on a test basis, evidence supporfing the amounts
and disclosures In the financial statements. An audit also includes assessing the accounting principles
used and significant estimales made by management, as well as evaiuating the overall financial
statement presentation. We belleve that our audils provide a reasonable basis for our opinions.

in our opinion, the financial statements referred fo above present falily, in all material respects, the
respective financial position of the governmental activities and general fund of Kuumba Acadsmy Charter
School as of June 30, 2006 and 2005, and the respective changes In financlal position thereot, for the
years then ended In conformity with accounting princlples generally accepted In the Uniled Siates of

America,

In accordance with Government Auditing Standards, we have also Issued our report doted February 6,
2007, on our consideration of the School’s internal control over financial reporting and on our tests of its
compliance with cerlain provisions of laws, regulations, confracts, grant ogreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compllance and ihe results of that testing, and not fo provide an oplnion on the internal control over
financial reporting or on compliance. That report I$ an integral part of an audit performed in accordance
with Government Auditing Sfandards and should be considered in assessing the resulls of our audit,

The Management's Discussion and Analysis and the budgetary comparison information on pages 3
through 8 and page 24, respectively, are not required parts of the basic tinancial statements but are
supplementary Information required by accounting principles generally accepted In the United States of
America. We have applied certain limited procedures, which conslsted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it,

BARBACANE
THORNTON
- &COMPANY

CERTIFIED PUBLIC ACCOUNTANTS




Beard of Directors
Kuumba Academy Charter School

Our audits were conducted for the purpose of forming opinions on the financial siatements that
collectively comprise Kuumba Academy Charter School's basic financial statfements. The schedules on
pages 25-27 are presented for purposes of additionat analysis and are not a required part of the basic
financial statements. These schedules have been subjected to the auditing procedures appilled in the
audils of the baslic financial siatements and, In our opinion, are fairly stated In all material respects In
relation to the basic financial stafements taken as a whole.

Mﬂmﬁj’%

BARBACANE, THORNTON & COMPANY
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Kuumba Academy Charter School
Management’s Discussion and Analysis - unaudiied
For Fiscal Year Ended June 30, 2006

This discussion and analysis of the financlal performance of Kuumba Academy Charter School
{"Kuumba"} provides an overview of the School's financial activilies for the fiscal year ended June 30,
20065.

Financial Highlights

Kuumba's nel assetfs reflect a $145,814 negatfive balance. Program revenues accounted for
$181,344, or seven perceni, of total revenue, and general revenues accounted for 52.376 million, or

93 peicent.

During 2001, the School received an MBNA pledge for $1 milllon over five years fo be applied to the
inifial building renovation/construction loan of $2.65 million. in the year ended June 30, 2005, the
final payment totaling $200,000 was applied fo the loan as a lease payment {¢ the Chrisfina Cultural
Arts Center (CCAC). A balioon payment In the amount of $2.067 million was due on December 1.
2005. The debt was joinfly held with CCAC and extended to March 2006, at which time the loan was
subsequently refinanced with CCAC as the sole debtor. Since the debt was for the benefit of
Kuumba, the School will pay the loan through CCAC. (See Note 5 for defalls.) Currently the School
does not receive any significant capitalffaciliies funding from federal, state and local ald,

The governmental fund reported a negative fund balance in the amount of $207,833.

Using this Annual Financial Report

This annual financial report consists of a series of financial statements and notes o those statements.
The statements are organized so the reader can understand the School as @ whole and then proceed
1o provide an Increasingly detailed look at specific financlal activilles.

Reporting Kuumbag Academy as a Whole

Fiscal year 2006 Is the School's fifth year of opetations. One of the most important questions asked
about school finances Is, “Is the School better or worse off as a result of the year's activities?”. The
Statement of Net Assets and the Siatement of Activitles report iInformation about the Schoo! as a whole
- and about lts activities in a manner that helps to answer this question. These statements include ol
assets and llabiliities using the accrual basls of accounting similar to the accounting used by private
sector corporations.  All of the cument year's revenue and expenses are taken into consideration
regardiess of when cash is received or pald.,

These two sialements report the School's net assels and changes in them. The change In net assets
provides the reader with a fool fo assist in determining whether the School's financial health is
improving or deteriorating. The reader will need fo consider other nonfinancial factors such as
educational related legislation, student enrcliment growth, facillly conditlons and other Issues in
arriving at a conclusion regarding the overall health of the School.

Reporting the School’s Most Significant Fund

Mest of the School's activities are reported in governmental funds, which focus on how money flows
into and out of those funds and the year-end balonces available for spending In future periods, This
lund s reported using the modified accrual basls of accounting which measures cash and other




Kuumbg Academy Charler School
Management’s Discussion and Analysis - unaudited (cont'd)
For Fiscal Year Ended June 30, 2006

financial assels that caon readily be converted to cash. The goevemmental fund siatements provide a
detailed shori-term view of the School’s general operations and the basic services It provides.
Govemmenial fund information helps one determine whether there are more or fewer financial
resources available to spend In the near fulure to finance the School’s programs and/or operations.
The relationship (or differences) between governmental activities (reporded in the Statement of Net
Assels and the Statlement of Aclivities) and the governmeniol fund is reconclled in the basic financial
statements.

Govemment-wide Financial Analysis

As noled earlier, net assets may serve over time as q useful indicator of the government's financial
position. In the case of the School, llabilities exceed assets by $145,814 at the close of the fiscal year.
The School's unrestricted net assets were a negalive $207,833. This deficit will be funded with future
surplus. The remalning $462,019 was invested in capital assets net of related debt.

An analysls of fiscal year 2006 follows:

Net Assets
(amounts expressed in thousands)

Governmental Activities

2006 2005
Assets;
Current assets 3 103 $ 206
Noncurrent assets 682 68
Total Agsets 165 274
Liabilities:
Current liabilities 311 218
Total Liabilities 311 218
Net Assets:
Investment in capital assets,
Net of related debt 62 68
Unrestricted (Deficit} 208 (12)
Total Net Assels $ 51462 $ 56

The unrestricted net assets deficit will be funded with future surplus.




Kuumba Academy Charter School

Management’s Discussion and Analysls - unaudited (cont'd)

For Fiscal Year Ended June 30, 2006

Statement of Activities
(amounts expressed in thousands)

Revenues:
General revenue:
Charges to schoal districts
Payments from primary government
Federal aid
Earnings on cash and investments
Other local sources
Program revenue:
Charges for services
Operating grants and contributions
Total Revenue
Expenses:
Instructional services
Support services:
Operation and maintenance of facilities
Transportation
School lunch services
Total Expenses

CHANGE IN NET ASSETS
NET ASSETS, BEGINNING OF YEAR

NET ASSETS, END OF YEAR

Governmentat Activities

2006

$ 628

(202)
58

($146)

2005

$ 602
1,107
194

137

22
267

2,334
1,835

The Statement of Activities shows the cost of program services and the charges for services and grants
offsetting those services. Charges to school districts increased as a resuit of an increase In student
enroliment, as well as an Increase in per pupll allocation from the respective districts. Operating
grants end contributions decreqsed due o a decrease In grants recelved in 20046 as a result of the
Scheool obtaining addltional grants to help offset the costs of the School In 2008. The table below
reflects the cost of program services and the net cost of those services after taking info account the
program revenue for the governmental activities,

{amounts expressed in thousands)

2006 Services 2005 Services
Total Cost Net Cost Total Cost Net Cost

Governmental Activities:
Instructional services $ 2348 $ 2293 $ 1,835 $ 1638
Support services:

Operation and maintenance of facilities 263 224 306 08

Transportation 80 80 a8 88

School lunch services 68 {18) 98 19
Total Expenses L2758 8 2578 3 2327 1,841




Kuumba Academy Charter School
Management’s Discussion and Analysis - unaudited (cont'd)
For Fiscal Year Ended June 30, 2006

THE SCHOOL'S FUNDS

The School's governmental fund reported a deficit fund balance of $207,833, which is below lost
year's tolal as a result of increased operaling expenses. Instructional services increased due to the
increase In personnel costs and heailth benefits. Operation and maintenance of facilities decreased
due to a reduction in the School's lease obligation. The okligation was reduced due o refinancing a
previous renovation loan over a longer amodizotion period.

Governmental Fund
The tables that follow assist in illustrating the financial activities of the general fund.

(amounts expressed in thousands)

2006 2005
Actual Actual
Revenues:
Charge to school districts $ 628 $ 602
State aid 1,388 1,107
Federal aid 336 194
Eamings on cash and investments 11 5
Contributions 94 267
Rentals and sales 79 91
School lunch fees 20 22
Other local sources 1 46
Total Revenues $ 2,557 3 2,334
(amounts expressed in thousands)
2006 2005
Actual Actual
Expenditures
Current:
Instructional services $ 2,339 $ 1,825
Operation and maintenance of facilities 280 304
Transportation 80 a7
Food services 66 a7
Capital outlays:
Equipment 8 52
Total Expenditures 3 2,753 3 2,385




Kuumba Academy Charter School
Management’s Discussion and Anaiysis - unaudited (conf'd)
For Fiscal Year Ended June 30, 2006

The mdjority of Kuumba Academy's total revenue (92 percent) comes from federal and state sources
and local school districts. State and local revenue are contingent upon the School's totat enrollment
population and the students’ residential districts. The soclo-economic diversity and special needs of
the School's popuiation dictate entitlement fo federal funding, which accounts for only 13 percent of
{otal revenue. Contributions account for three percent of otal revenus. The rellance on this revenue
Is fo suppoert programs and facility expenditures that are not allotted for in federal, siate and local
funds. .

General Fund Budget Information

Kuumba Academy's budget is prepared in accordance with the modified accrual basis of
accounting. The most significant budgeted fund s the General Fund.

Appropriate adjusiments are made to the budget based on unanticipated revenue increases of
shortfalls due to federal, siate and Delaware Depariment of Education requiremenis andjor
leglsiation, lack of contributions, etc. Some appropriations required changes In functional categories
due to spending patterns.

The following are explanations for the mere significant variances beiween budget versus actual
revenues and expenditures as shown on page 23.

Revenyes

Federal Ald - The favorable variance of $134,343 Is aftribuled mainly to the School receiving Iiis
dissemination grant of $100,000.

Expenditures

Empioyment Costs - The unfavorable varlance of $97,703 is attibuted mainly fo more employees
selecting the tamlly coverage that was not criginally reflected In the budget.

Contractual Services - The tavorable variance of §150,796 Is attdbuted to a reduction in substitute
teachers and fewer expenseas in professional development,

Capiial Assets

The School has $62,019 invested In capital assets, net of depreciation, all of which is aftributed to
govemmental activities. Acquisition for government totaled $7,500, ond depreciation was $13,956.
Detalted information regarding capltal assets activity Is included In the notes io the basic financial

stafements.

Long-Temn Debt

The School does not have any debt as of June 30, 2006.




Kuumba Academy Charler School
Management's Discussion and Analysis - unaudited (cont'd)
For Fiscal Year Ended June 30, 2006

Factors Expected to have an Effect on Future Operations

The School has identified a growing need to provide studenis with additional support services and
educdational programs, Many of these programs will require addltional resources not adequately
funded with federal, state or local district revenue. Also, potential cutbacks in educational spending
at the federal and state level could further extend the School's financial resources to meet the State's
accouniability requirements. In anticipation of these avents, the School Is taking steps to increase the
percentage of funding from nongovemmental resources. '

Contacting the School's Financial Management

This tinancial report is designed fo provide our fellow cilizens, cusiomers, invesiors and creditors with a
general overview of the School's finances and fo show the Schooi’s accountabllity for the money it
receives. It you have questions aboul this report or need additional financlal information, contact the
School's Director of Finance's Office at (302) 472-6450.
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KUUMBA ACADEMY CHARTER SCHOOL
STATEMENTS OF NET ASSETS
JUNE 30, 2006 AND 2005

ASSETS

Cuirent Assets:

Cash and cash equivalents
Unrestricted
Restricted

Receivables
Due from Appoquinimink School District
Due from Brandywine School Disfrict
Due from Christina Culturcit Arts Center
Due from Colonial Scheol District

Due from Red Clay Consolidated School District

Due from Depariment of Education
Other - before and affer care
Other receivables
Tolal Current Assels
Noncurrent Assefs:
Capital assets, net of depreciation

TOTAL ASSETS

LLABILITIES AND NET ASSETS
Current Liabilities:
Accounis payable

Trade

Due to State of Detaware - pension costs
Accrued salaries
Deterred revenue

Total Current Liabilitles

NET ASSETS (DEFICIT):
invested in caplial assets, net of related debt
Unrestricled (Defici)

Total Nel Assets {Deficlt)

TOTAL LIABILITIES AND NET ASSETS

The accompanying notes are an Integral part of these financial statements.

— Governmeniat Activities
2006 —2005
§ 99,623 $ 106,851
125 3,835

- 1,064

- 19,501

- 11,061

- 24.520

- 22,129

- 7,108

- 5,571

. 3.348

103,096 205,240
62,019 — 68,475
5165115 $.273.735
§ 22,052 $ 23,708
42,231 22,947
242,811 167,367

— 3835 — 3835
— 310,920 —217.857
62,019 68,475
—{207.833) —112.597)
045814 —50.878
§ 165115 § 273,735
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KUUMBA ACADEMY CHARTER SCHOOL
BALANCE SHEETS - GOVERNMENTAL FUNDS
JUNE 30, 2006 and 2005

ASSETS
Current Assots;
Cash and cash equivalents:
Unrestricted
Restricted
Recelvables
Due from Appoquinimink School District
Due from Brandywine School District
Due from Chiristina Cultural Arts Center
Due from Colonial School District

Due from Red Clay Consolidated School District

Due from Departiment of Education
Other - before and atter care
Other receivables

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
LIABILITIES:
Accounts payable:

Trade

Due to State of Delaware - pension costs
Accrued salarles
Defemred revenue

Total Liabilities

FUND BALANCES (DEFICIHT):

Reserved for encumbrances

Unreserved (Deficlt)

Restricted for textbooks and library
Total Fund Balances (Deficlt)

TOTAL LIABILITIES AND FUND BALANCES

—  Generatfund
§ 99623 $ 106,851
125 3,835

- 1,064

- 19.50]

- 11,061

- 24|520

- 22,129

- 7,108

- 5,571
—3.348 — 3.620
$.103.096 §.205260
$ 22,052 $ 23,708
42,231 22,947
242,811 167,367

_ 310929 — 217,857
- 250
(207.833) (13,811)
——--n—l-—- ————-—m
—(207,833) —(12.597)
§.103.096 $.205.260

The accompanying notes are an integral part of these financial stalements.
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KUUMBA ACADEMY CHARTER SCHOOL
RECONCILATION OF BALANCE SHEETS - GOVERNMENTAL FUNDS TO STATEMENTS OF NET ASSETS
JUNE 30, 2006 AND 2005

Amounts reporied for governmental activities In the statement of net assels are different becausa:

TOTAL FUND BALANCES (DEFICHT) - GOVERNMENTAL FUNDS $ (207,833) $§ (12,597
Capital assels used In govermmenial activities are not

financlal resources and, theretore, are not reported in

the funds. Capital assets net of accumulated depreciation

as detalied In the footnotes are Included in the statement

of net assets. 62.01¢9 68,475
TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES §(145814) §_ 55878

The accompoanying notes are an Integral part of these financial statements.

-13-




KUUMBA ACADEMY CHARTER SCHOOL
STATEMENTS OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

——— GenerglFund
REVENUES
Charges to school disiricts S 628,277 $ 602023
Siate ald 1,388,319 1,106,795
Federal aid 336,112 193,814
Earnings on cash and investments 11,313 5,208
Contributions 93,852 266,764
Renlals and scies 79,268 90,719
School lunch fees 20,062 22,546
Other local sources — 373 ..46654
TOTAL REVENUES —2.557.576 2334523
EXPENDITURES
Current:

Instructional services 2,339,063 1,825,574

Operation and maintenance of tacillties 260,306 303,574

Transporation 79,888 87.564

Food services 66,055 946,751
Capital Qutiays:

Equipment 71,500 52.071
TOTAL EXPENDITURES _2.752.812 _2.365.634
NET CHANGE IN FUND BALANCES {195,236) (31,117)
FUND BALANCES (DEFICIT), BEGINNING OF YEAR £12.597) _.. 18,514
FUND BALANCES (DEFICIT), END OF YEAR §.({207.833) $ (12,597

The accompanying notes are an integral part of these financial statements,

-14-




KUUMBA ACADEMY CHARTER SCHOOL

RECONCILIATION OF STATEMENTS OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -

GOVERNMENTAL FUNDS TO STATEMENTS OF ACTIVITIES
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

Amounts reported for govemmental activitles In the statement ot activitles are ditferent because:

2006 _

NET CHANGE IN FUND BALANCES - TOTAL GOVERNMENTAL FUNDS $(195,234)
Governmental funds report capital outlays as expenditures.
However, In the statement of activities, assets with an inlilal,
Individual cost of more than $2,500 are capltalized and the
cost is allocated over their estimated useful lives and reported
as depreciation expenss. '

Capitat Cullays 7,500

Depreciation Expense (13,958
CHANGE IN NET ASSETS - GOVERNMENTAL ACTIVITIES $ (201.692)

The accompanying notes cre an integral part of these financial statements,

-15-

2005
$ [31,111)

52,071




NOTE 1

KUUMBA ACADEMY CHARTER SCHOOL

NOTES TO FINANCIAL STATEMENTS

OF i U

Resciiption of the Chader School

Kuumba Academy Charter School is organized under Delaware Code, Title 14, Chapter 5 of the
State of Delaware. The Charter School Law granis authority for independent public schools fo be
created for the purpose of increasing cholces for parents of public school studenis and
Increasing academic performance. A charler school Is an Independent public school govermed
by on independent board of directors. In Delawatre, charter scheols have the same basic
standing as a school district with some exceplions - most notably, they may not levy taxes. To
encourage innovation, charter schools operate free from a number of state laws and regulations.
An Inltial charter is granted for a three-year period, renewable every five years therectier.
Kuumba Academy. Charter School was renewed for an additionai five years through June 30,
2009,

Charter schools are funded similary fo other public schoots in that state and local funds are
allocated for each enrolled studen!, Public funds are not provided for facllities. Charter schools
may charge for selected additional costs consistent with those permitied by other school districts,
Because a charter school receives local, state and federal funds, they may not charge tuition.

The financial statemenis ol Kuumba Academy Charer Schoo! have been prepared in contormity
with genercaily accepted accounting principles as applied fo local goveinmental units. The
Governmenial Accounting Standards Board (GASB) Is the accepted standard-setting body 1ot
establishing governmenial accounting and financial reporting principles. The more significant
accounting policles of Kuumba Academy Charter School (ihe “School”) are described below.

Reporting Entity

The School is considered a component unit of the State of Delaware. A component unit,
although a legally separate entity, Is, In substance, part of the State of Delaware’s operations.
The School has no component units for which it is consldered to be financially accountable.

-wi ingncial Statem

The govemment-wide financial statements (the statement of net assets and the statement ot
activities) report information on all of the nonfiduciary activities of the School. For the most part,
the effect of inferfund activity has been removed from these financlal stalements.

The siatement of activities demonstrales the degree 1o which the direct expenses of a given
program are offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific program. Program revenues Include grants and confributions that are restricted to
meeling the operational or capital requirements of a particular function.

Separate financial statements are provided for governmental funds. The major individual
govermnmental funds are reported as separate columns in the fund financial statements.

14-




NOTE 1

KUUMBA ACADEMY CHARTER SCHOOL

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (confd)

Government-wide financial statements are reportfed using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when earned
and expenses are recorded when a llabllity is incurred, regardiess of the timing of related cash
flows. Charges to the School are recognized as revenues in the year for which they are billed.
Grants and similar tems are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

Amounts reported as program revenues Include 1) charges to students for specici fees, supplies
or services provided; 2) operating grants and contributions; and 3} capital grants and
contributions. Internally dedicaled resources are reported as general revenues rather than as
program revenues. Likewise, general revenuses Include charges to school districts.

when both restricted and unrestricted resources are available for use, it Is the School’s policy to
use resiricted resources first, then unrestricted resources as they are needed. :

Governmental fund financial statements are reported using the curent financial resources
measurement focus and the modified accrual basls of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered fo be available
when they are collectible within the current period or soon enough thereafter fo pay liabllities of
the current period. For this purpose, the School considers revenues fo be avallable If they are
collected within 40 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incumed, as under accrual accounting.

Charges fo the School and Inferest associated with the current fiscal period are dll considered fo
be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
Ali other revenue llems are considered to be measurable and available only when the School

receives cash.
The School reports the following major governmental fund:

« General Fund. The general fund is the School's pimary operating fund. It accounts for all
financiol resources of the School,

Budgetary Daig

General fund budgets are presented on the modified accrual basis of occounting. Annual
appropriations lapse at fiscal year end with the exception of those indicated as a fund balance

reserve.
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NOTE 1

KUUMBA ACADEMY CHARTER SCHOOL

NOTES TO FINANCIAL STATEMENTS
OF SIG NG POLICIES (cont'd)

Encumbrance accounting is employed in the governmental funds. Encumbrances (e.g..
purchase orders and contracts) outstanding at year end are reported as reservations of fund
balances and do not constitute expenditures or liablities because the commiiments will be
reappropriated and honored during the subsequent year. Encumbrances cutsianding as of June
30, 2006 and 2005 amounted fo $0 and $250, respectively.

Cash and Cash Equivalents

Cash and cash equlivalents are considered to be cash on hand and demand deposits.

Capitol Assets

The School defines capital assets as assets with an initial, individual cost of more fhan $2,500 and
an estimated useful life in excess of one year, Such assets are recorded at historical cost or
astimaied cost If purchased or constructed. Donated capital assets are recorded at estimated
1alr value at the date of donailon. The cost of normal maintenance and repairs that do not add
io the value of the asset or materially extend lives of the asseis are not capitaiized. Major outikays
for capitat assets and improvements are capitalized as projecis are constructed. Interest cost
incurred during construction s not capitalized. :

Capital assets of the School are depreciated using the straight-line method over the estimated
useful lives of the related assets. The School generally uses ihe following estimated usetul lives:

Furniture and fixtures 10 years

Machinery and equipment 5-7 years

Leasehold improvements 8 yedars
Deferred Rovenuos

Deferred revenues represent funds received In advance which will be recognized in future years
when the revenue recognition criteria is met. In the general fund, deterred revenuss consisted of
$3,835 as of each year ended June 30, 2006 and 2005.

Compensated Absences

Vaocatlon pay plus related payroll taxes are accrued when incurred In the government-wide
financial statements. A liablllty for these amounts ls reported in the governmental funds only
when the llability matures, for example, as o result of employee resignations and refirements.

Vacation - Vacation must be taken and cannot be accumuiated from year o year. Empioyees
are paid for unused vacation upon termination, retirement, etc. at the current rate of pay.
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NOTE 1

NOTE 2

NOTE 3

KUUMBA ACADEMY CHARTER SCHOOL

NOTES TO FINANCIAL STATEMENTS
OF SIG cC NG P fcont'd)

Sick Leave - Sick leave allowances are 10 days per full-ime employee and cannot be
accumulated from year fo yeaf.

There were no compenscaied absences as of June 30, 2006 and 2005, respectively.

Funy |

In the fund financial statements, govemmental funds report reservations of tund balance for
amounts that are not avallable for appropriation or are legally reshicted by outside parties for
use for a restricted purpose. Designations of fund balance represent tentative pians for future use
ot financial resources that are subject to change.

CASH AND CASH EQUIVALENTS

At June 30, 2006 and 2005, the School had a cash equivalent baiance of §99,748 and
$110,686, respectively. These funds are part of an invesiment pool confrolied by the personnel of
the Siate Treasurer's Otfice in Dover, Delaware, and all Investiment decisions are made by the
state Treasurer's Office. These funds are considered !o be highly liquid and availabie for
immediate use and, thus, are recorded as cash equivalents in these financlal statements.

The funds held by ihe State of Delaware Investment pool, an internal investment pool, are
specifically identified tor the School, but the credlt risk cannot be categorized for these funds.
Credit risk for such invesiments depends on the financial siability of the Stale of Delaware. The
State reporis that Its investment securifies are stated at quoled market prices, except that
investment securitles with a remaining maturity at ime of purchase of one year or less are stated
at cosl or amortized cost.

CAPITAL ASSETS
Capilial asset actlvity for the year ended June 30, 2006 Is os follows:

Beginning Ending
Governmenial aclivities: _Balance  Ingreases Decregses _Balgnce
Capital assets being depreciated:
Equipment $ 47232 § - $ - § 47232
Leasehold Improvements 20,000 7,500 - 27,500
furnlture and fixtures 22,628 - - 22428
Total Capital Assets Being Depreciated 89,860 7.500 - 97,350
Accumulated depreciation:
Equipment (15,781} 9,193) - (24,974)
Leasehold Improvemenis (2,500) {2,500) - (5.000)
Furniture and fixtures o4 (2,263 - (5.367)
Total accumulated depreciation 121.385) 13.956) . (35,341}

Govemnmental Activities Caplial Assels, Net ﬁ £8,475 5 16456 $ . § 62019
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KUUMBA ACADEMY CHARTER SCHOOL
NOTES TO FINANCIAL STATEMENTS

NOITE 3 CAPI{TAL ASSETS (cont'd)

Depreciation expense was charged to the following activilles:

Governmental Activities:

Instructional services $ 9.193
Operation and maintenance 2,500
School lunch services ‘ 2.263

$13.956

Caplial asset activily for the year ended June 30, 2005 is as follows:

Beginning Ending

_Balance
Govemmental activitios: Increcses Decregses _8alance
Capltal assets being depreciated:

Equipment $ 29387 § 17845 § - § 4723
Leqsehold improvements - 20,000 - 20,000
Furnifure and fixtures 8.402 14226 - 22,628
Total Caplial Assets Being Depreciated 37,789 52,071 - 89,860
Accumulated depreciation:

Equipment (6,588) (9,193) - (15,781)
Leasehold improvements - (2,500} - {2,104)
Furniture and fixiures (841 _ 12263 - _[841)
Total accumulated depreciation __[2.429) _.113.956) - —.121,385)

Govemmental Activities Capital Assets, Net  § 30360 §_ 238,115 $ . § 68475
Depreciafion expense was charged 1o the following activities:

Governmental Activilies:

Instructional services § 9,403
Operation and mainfenance 2,500
$chool lunch services __.2,05%

$13.956

NOTE4  PENSION PLAN
Blan Description

school employees are considered state employees and are coverad under the State of
Delaware Employees' Pension Pian which Is a cost-sharing, multiple-employer defined benefit
public employees refirement system (the "State PERS"). The State of Delaware General Assembily is
responsible for setfing benefits and amending plan provisions. The State Board of Pension
Trustees determines the contributions required. All eligible siate employees are required to
contribute fo the pension plan accerding to Chapter 55, Title 29 of the Delaware Code.




NOTE 4

NOTE 5

KUUMBA ACADEMY CHARTER SCHOOL

NOTES TO FINANCIAL STATEMENTS

PENSION PLAN {cont'd)

All full-time and reguiar part-time empiloyees are eligible fo patticipate in the State PERS. The
$tate PERS provides pension, disability and death benefits. Certain significant pian provisions
follow:

« Early retirement:
a. 15 years service - age 55
b. 25 years service - any age

» Service refirement:
a. 15 years service - age 60
b. 30 years setvice - any age
¢. 5 years service - age 62

« Disabliity retirement:
a. 5vears service and proof of disabillity

+ Vested pension - an employee can vest pension rights after flve years of service,

The Stale PERS issues a publicly available financial report that includes the financial statements
and required supplementary information. That report may be obtalned by writing to the State of
Delaware Public Employes Refirement Syslem, McArdle Building, Suite 1, 860 Silver Lake
Boulevard, Dover, DE 19904, or by calling 1-800-722-7300.

Funding Policy

Employees of the School are required to contribute three percent of earningsin excess of $6,000.
The School's contribution to the State PERS for the years ended June 30, 2006 and 2005 was

$172,190 and $132,800, respectively.

ING AR MENT.

The School leases Its facllity from Christina Cultural Arts Center, Inc. {a related party} under
operating leasing anangements explring at various dates through April 2012, The School hasan
obligation 1o Christina Cultural Arls Center, Inc. to pay rent on the bullding. The reni s payable in
monthly instaliments of $15,122. The Cenfer Is considered a related party due fo the involvement
of its employees In the day-to-day actlvities of the 5chool and because of various services the
Center provides to the School which are billed pericdically. Total rental expense for the fiscal
yecrs ended June 30, 2006 and 2005 was $181,470 and $178,367, respectively.

Al June 30, 2006, minimum future rental payments under noncancelable leasing arrangements
having remaining terms in excess of one year for the remcining yeats and in the aggregate are:

Yeors Ending June 30,
2007 $ 181,470
2008 181,470
2009 181,470
2010 181,470
2011 181,470
2012 756,232

Minimum future rental payments

required $2.663.582
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NOTE 6

NOTE 7

NOTE 8

NOTE ¢

KUUMBA ACADEMY CHARTER SCHOOL

NOTES TO FINANCIAL STATEMENTS

R PAR IONS

The leasing arrangement between the School and Christina Cultural Arts Cenler, Inc. calls for
basic rent equal to the debt service each year with a balloon payment of $1,651,250 on April 1,
2012,

RISK

The School has purchased commercial insurance policles for varous risks of loss related to torls,
theft, damage or destruction of assels; errors or omissions; injurles to employees; or acts of God.
Payments cof premiums for these policies are recorded as expenses of the School. Insurance
settlements have not exceeded insurance coverage in either of the past iwo years. There were
no significant reductions In coverage compared to the prior year,

I CONTI I

In the nomal course of business, there are vatlous outstanding commitments and contingent
liabliities in addition to the normal encumbrances for the purchase of goods and services. The
School does not anticipate losses from these transactions.

-SUr n rk Note

The School has guaranteed morigage note obligations tor Christing Cuitural Arts Center, Inc. (@
related party) with Delaware Communily Invesiment Corpeoration in the original amount of
$2,140,000, maturing Apiil 1, 2012. Instaliments on the notes are payable monthly. As of June
30, 2006, the outstanding princlpal balance was $2,066,654 for the Delaware Community

~ Invesiment Corporation note.

Grants

The $choot recelves financial assistance from federal agencles In the form of grants. The
disbursement of funds recelved under these programs generally recjuires compliance with terms
and conditions specified in the grant agreements and is subject to audit by the State Office of
Audltor of Accounts. Any disallowed claims resulting from such audits could become aliabliity of
the general fund. The School's administration belleves such disaliowances, if any, would be
immaterial.

EC M [d

Sehool revenues that constitute in excess of 10 percent of folal revenues are comprised of the
following:

State Subsidy 54 percent
Local sources (primarlly charges lo school districts) 33 percent
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NOTE 10

NOTE 11

KUUMBA ACADEMY CHARTER SCHOOL

NOTES TO FINANCIAL STATEMENTS

EUND DEFICIT

The Local Fund ended the year with a cumulative deticit of $224,919. The deficit was the result of
an end -of-year adjustment o convert the books and records from the cash basis fo the accrual
basis.

EXCESS OF NDITURES OVER OPR

The School overspent budgetary appropriations in the following functions:

Salaries S 25,187
Employment costs 97,703
Travel 13,229
Communications 508
Public utilities service 25,334
Insurance : 4,331
Land/buliding/tacillties 26,429
Suppiies and materials 59,936
Equipment 2.500

§ 285,157
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KUUMBA ACADEMY CHARTER SCHOOL
SCHEDULE OF EXPENDITURES BY NATURAL CLASSIFICATION - GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2006

EXPENDITURES

Current:
Salaries § 1,277,395
Employment cosis : 463,910
Travel 15,229
Contractual services 399,593
Communications 5,508
Public utilities 72,834
Insurance 24,33
Transportation 79,888
Land/bullding/faclities 235,899
Repalrs and malntenance 24,407
supplies and materiqls 146,218

Caplial Outlays: '
Equipment _ 7.500

TOTAL EXPENDITURES $2.752.812
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Daver, Delaware 202 Bancroft Building

800.355.8210 3411 Silverside Road
H . Wilmington, Delaware 19810
Media, P vl
610.565.5722 INDEPENDENT AUDITORS' REPORT ON 302.478.8940
INTERNAL CONTROL OVER FINANCIAL REPORTING FAX: 3024780133
AND ON COMPLIANCE AND OTHER MATTERS ebicpa.com
BASED ON AN AUDIT OF FINANCIAL STATEMENTS info@btcpa.com

PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

February 6, 2007

Board of Directors
Kuumba Academy Charter School
Wilmington, Delaware

We have sudited the financlal stalements of the governmental activities and general fund of Kuumba
Academy Charter School, Wilmington, Delaware as of and for the year ended June 30, 2006, which
collectively comprise the School's basic financial glatements, and have [ssuad our report thereon dated
February 6, 2007. We conducted our audlt in accordance with auditing standards generally acceptedin
ihe United States of America and the standards applicable fo financlal audits conlained In Government
Auadlting Standards, Issued by the Comptroller General of the United States.

Conir [ Fi

In planning and performing our audit, we considered Kuumba Academy Charter Schoal's Intermnal control
over financial reporting In order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide an opinion on the intemal controt over financial
reporting. However, we noted certaln matters involving the internal conirol over financlal reporting and is
operation that we consider fo be reportable conditions. Reportable conditions involve matters coming to
our attention relating to significant deficiencies in the design or operation of the internal conirol over
financial reporting that, in our judgment, could adversety affect Kuumba Academy Charter School's abiiity
fo record, process, summarize and report financial data consistent with the assertions of management in
the financial statements. Reportable conditions are described in the accompanying schedule of findings
and recommendations as items #02-1, #03-1, #04-2, #04-6, #05-1 and #06-1.

A material weakness is a reporiable condition in which the design or operation of cne of more of the
infernal conirol components does not reduce to a relatively low level the risk that missiatements caused by
error of fraud In amounts that would be malerial in relation to the financial statements being audited may
oceur and not be detected within a timely perlod by employees in the normal course of performing thelr
assigned functions. Our consideration of the intemal confrol over financlal reporting would not necessarily
disclose all matters in the internal control that might be reporiable conditions and, accordingly, would not
necessarlly disclose all reportable conditions that are aiso considered {o be material weaknesses. We
noted no matters Involving the intemal confrol over financial reporting and its operation that we consider
to be a material weakness.

BARBACANE
-28- THORNION
&OCOMPANY

CERTIFIED PUBLIC ACCOUNTANTS




Board of Directors
Kuumba Academy Charter School

C h e

As part of obtalning reasonable assurance about whether Kuumba Academy Charter School's financial
statements are free of material misstatement, we periormed tests of its compliance with certain provisions
of laws, regulaticns, confracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial siatement amounts. However, providing an opinlon on
compiiance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion.

The results of our tests disclosed an instance of noncompilanca that Is required to be reported under
Government Auditing Standards and which Is described in the accompanying schedule of findings and
recommendations as item #02-1,

This report is intended for the information and use of the Board of Directors, management, the Depariment of
Educdtion, Office of the Govemor, Office of the Controller General, Office of Atomey General, Office of the
Budget, Office of Auditor of Accounts and the Depariment of Finance; and is not infended to be and should
not be used by anyone other than these specified parties. However, under 29 Del. C., Section 10002(d), this
repont is a public record and its distribution is not limited.

’
BARBACANE, THORNTON 8 COMPANY
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KUUMBA ACADEMY CHARTER SCHOOL
SCHEDULE OF FINDINGS AND RECOMMENDATIONS

STATUS OF PRIOR YEAR FINDINGS

HUMAN RESOURCE FUNCTION
Einding

Review of the human resource function revecled that certain personnel files did not contfain
documeniation of salaty, employee withholding allowances celficates or W-4, INS (Immigration and
Naturallzation Service) Form [-9, teacher cerlificates or background checks. Out of 24 flles, all 24 had
incompiete or missing information.

The Immigration Retform and Control Act of 1986 requires alf employers to varify “employment eligibiiity” of
any individual hired atier November 6, 1986 by completing and refaining INS Form |-9.

The Delaware Code, Tille 14, Section 507(c) states that “a charter schoot may, where [t deems it beneficial
to the success of its educational program, hire non-certified teachers so long as such teachers comprise
no more than 35% of the teachers at the school.”

Delaware Depariment of Education (DOE) requires that all final candidates for public school-related
employment are required to have a criminal background check (DOE Administrative Code Section 745).

The Internal Revenue Code requires the information on the Employee's Withholding Allowance Cerlificate
under Sections 3402(f)(2)(A) and 4109 and thelr reguiations.

Recommendgition

We recommended that the School develop monitoring procedures jo ensure that all personnel files
coniain all necessary documenialion required for compliance with federal, state and local iaws.

tatus

During our current year audit, we noted that nine out of 10 personnel files did not contain updated salary
information. We further noted that five out of 10 personnel files lested did not coniain a completed I-9
form. This finding is stll applicable for the current year.

Conective Action Plan

The School has reviewed each of ihe current personnel files to ensure they were all in compliance with
tedercl, state and local kaws. The perscnnel files will be the responsibility of a designated person and
periodically reviewed and/or updated throughout the year. The School also will ufilize a checklist to
ensure consistency and that all files contain the necessary paperwork. The employee and Human
Resources will be responsible for ensuring that the required documentation s in the files.
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KUUMBA ACADEMY CHARTER SCHOOL
SCHEDULE OF FINDINGS AND RECOMMENDATIONS (CONTD)
ST OF PR )

AILED RE

Finding

During our prior year audits, we noted that updated records for properly and equipment ltems are not
being maintalined on a School-wide basis. The establishment of updated subsidiary records will assist the
Charter School in maintaining control over individual assets and provide a means whereby information
pertinent to the property and equipment assets can be kept up to date.

Recommendation

We recommer;ded that a physical count of property should ke periodically taken and compared {o the
items camied on the detalled subsidiary records of property and equipment. Such physical counts will
help to detect the foss or unauthorized use of valuable property.

Status

During our current year audit, we noted an improvement over the priof year fixed asset lising. However,
we sl recommend that the School conduct a physical count of property and compare to the items
carrled on the detailed subsidiary records listing of property and equipment.

C thv

Administration will make a comprehensive review of ail School-wide assets and document them fo specific
categories, i.e., technology, audlo-visual equipment, furniture and kitchen equipment.

SUPPORTING DOCUMENTATION

Einding

During our prior year audits, we noted that payments are not always made from an original Invoice. This
was due to management oveisight. In order for the School fo ensure that the payments being made ate
only for those costs incurred, It is imperative that ifs procedures on internat control be followed and all

involces be attached to the request for payment at the time of processing.

Recommendagtion

We recommended that the School follow its procedures on intfemal control and require ali invoices to be
attached to the payment vouchers prior fo being processed for payments.

status

During our current year audit, we noted that there were three instances in which the criginal invoice could
not be located. This finding Is still appiicable for the current year.
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g tion P

Administration will continue to ensure that payments are made from an original invoice. However, the
school will revise its cutrent procedure to clearly specify exceplions wherein other support documeniation,
other than original invoices, may be accepted when payments are being processed.

Rl M CTE

Finding

During our prior year audits, we noted that there are expenditures made to Christina Cultural Arts Center to
reimburse for arls teachers who are employed by Christina Culturail Arts Center but teach at the Schooil.
These relmbursements are not supported in writing by an agreemeni between the Arls Cenler and the
School. The School's internal conirol procedures require all expenditures fo be properly approved by
management. Center employees process these Involces prior to management approval, bypassing the
control of management approval. Thisis due fo management oversight. We further noted that the School
pays for the employees' health benefits and an administrative fee 1o the Arts Center for this service.

ndati

We recommended that an agreement be put in writing to incorporate the following:

1) The salary rate af which the contract employee will be paid.
2) The rate at which an administrative fee will be assessed to the School for the services.
3) The additionail expenditures that will be paid by the School {le; heaithcars).

Status

During our current year cudt, we noled that there is nol yet an agreement which supporls the
reimbursements. This finding is still appiicable for the current year.

Iv 1l I

Golng forward, the Schocl will ensure that it has a written agreement from Christina Cultural Arts Center,
Inc. or any other organization for the use of its staff.

ISBU N

Finding

During our prior year audit, we nofed that payment vouchers (PVEs) were processed for payment before
belng properly approved. In accordance with the State of Delaware's Budget and Accounting Manual, all
expenditures should be approved for payment prior to Issuance of the check. in order fo ensure that
expenditures are proper and correct, itis erifical that all Invoices be reviewed by management prior to the
dishursement of funds.
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Recommendiation

We recommended that management review and approve all involces before they are processed for
payment,

Status

During our current year audlt, we noted that 37 out ot 40 expenditures were property approved; however,
three involces could not be located to complete our testing. This finding is stiit appilicable for the curent

year.

Corrective Action Plan

The system was designed to ensure only management has the authority to release tunds for payment. In
cases of paying routine invoices (i.e., ulilitles, going contractual services, preapproved purchases, etc.),
there are excepfions when payment is made based on preauthorized spending. However, of least one
administraior signs off on the PVEs prior io payment regardiess of the dollar amount only in cases for which
the purchase was preapproved at the highest level in accordance with the delegation of auihorities, This
may not have been clearly communicated in the School's policies and procedures. Management will
revise the policies and procedures to teflect Iis current practices.

c Y I M

BUDGET
Einding

During our current year audit, we noted that the amount used for budgetary reserve 1o balance the
budget haat no supporting documeniation,

Recommendation
We recommend that management review iis budgetary procedures fo ensure proper reporting.

Corgctive Action Plgn

Management will develop procedures to make sure the budget Is accurate.




